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As Brazil's President Fernando Henrique Cardoso was in final negotiations with the International
Monetary Fund (IMF) for a US$42 billion financial bailout for the nation's troubled economy, he was
hit by two potentially damaging scandals involving the privatization of Telecomunicacoes Brasileiras
(TELEBRAS).
Cardoso has dismissed the allegations of corruption in his administration as politically motivated
fabrications, but they nevertheless threaten to distract congressional attention from the task of
passing IMF-required legislation. In early November, the magazine Epoca published reports that
some government officials had received anonymous calls demanding million-dollar payments
to avoid release of documents damaging to Cardoso. The documents supposedly prove that the
president, Health Minister Jose Serra, Sao Paulo Gov. Mario Covas, and the late Sergio Motta,
former communications minister, have had a secret bank account in the Cayman Islands since 1994
with a balance of US$368 million.
Government spokesman Sergio Amaral called the charges "blackmail" and a "lack of respect for
the office of the presidency." He said Cardoso's assets, including personal bank accounts in Brazil
and New York, have been declared publicly. Cardoso has had a reputation for honesty since his
1994 election, at a time when Brazil was still reeling from the corruption charges that forced former
president Fernando Collor de Mello to resign in 1992 (see NotiSur, 11/10/92, 01/05/93).
About the same time that the Cayman Island-account story broke, the press also reported
that extortionists had offered political opponents of Cardoso illegally taped conversations of
Communications Minister Luiz Carlos Mendonca de Barros, recorded while Mendonca was in
charge of the US$19 billion privatization of TELEBRAS. The conversations indicated that Mendonca
and Andre Lara Resende, president of Brazil's national development bank (Banco Nacional do
Desenvolvimento Economico e Social, BNDES), were trying to help a consortium of their friends
obtain one of the TELEBRAS companies.
Both Barros and Resende have denied any wrongdoing and the consortium they allegedly favored
lost the auction. Accusations fly about who is behind tapes and documents While most observers
and the Brazilian media believe the documents were fabricated, who is responsible remains unclear.
Suspicion has fallen on Cardoso's political rivals because the documents surfaced shortly before the
October general elections.
Opposition politicians said they were sent copies of the documents during the election campaign,
but did not use them because they appeared false. Leonel Brizola, who was the vice presidential
candidate on the ticket with Luiz Inacio Lula da Silva, said they were offered the documents, but
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 3

LADB Article Id: 54506
ISSN: 1060-4189

their lawyers warned them it could be a trap. Brizola said the documents supposedly offered proof
that the bank account in the Cayman Islands received millions of dollars in deposits from Spain
during the TELEBRAS privatization. Some of the TELEBRAS component companies were acquired
by Telefonica de Espana (see NotiSur, 08/07/98).
Government officials have also blamed right-wing politician Paulo Maluf, the former mayor of
Sao Paulo and a failed gubernatorial candidate in last month's elections (see NotiSur, 10/09/98).
"Maluf is as crooked as a three-dollar bill," said Health Minister Serra. Cardoso said the letters were
fabricated by political rivals with "absolutely no credibility," an apparent reference to Collor de
Mello and Maluf. He angrily told journalists to show him more respect and not ask more questions.
"t the exact moment that I spend days and nights defending our currency, the dignity of the
presidency is indispensable," Cardoso said.
Both Collor and Maluf have denied knowledge of the documents and have threatened to sue for
defamation and slander. Accusations could derail economic reforms Opposition politicians are
calling for a full congressional investigation, which analysts say could hamper the administration's
efforts to pass legislation on the budget and economic reforms. Silvio Camargo with Banco Fator,
a Brazilian investment bank, said so far "the tapes offer no conclusive evidence of wrongdoing. If
solid evidence of irregularities emerges, then the momentum for a congressional probe will grow,
jeopardizing the austerity measures."
The IMF rescue package is contingent upon the austerity measures and a reduction in Brazil's
budget deficit, now 7% of GDP. Support for the measures is in doubt, however, since they are
expected to worsen the economic slowdown and increase unemployment, estimated at nearly 20%.
Analysts fear the allegations could stall congressional action and hand opponents ammunition
to dilute the more onerous measures. "The government's worst nightmare at the moment is a
congressional probe into the tapes," said Brasilia-based consultant Alexandre Barros. "It will draw
attention away from the austerity measures and possibly weaken them."
Some politicians would support an inquiry committee "so they can later do some horse trading
with the government," said Barros. "They'll negotiate withdrawal of their support in exchange
for approval of projects that can dilute the fiscal austerity package." Aware of the danger, the
government is hoping to delay a possible congressional investigation at least until after Congress
approves the belt-tightening measures.
Meanwhile, Mendonca de Barros testified before Congress on Nov. 19 regarding the recorded
conversations. He went on the offensive, saying the illegally recorded tapes were edited and are "an
attempt to create a climate of illegitimacy" in the TELEBRAS privatization. His testimony failed to
satisfy his critics and he offered to resign. Federal police say they will investigate Vicente Chelotti,
director of the federal police, said he will investigate the accusations about the Cayman Islands
corporate account. Chelotti said he would question everybody mentioned in the documents.
"The president will also be called to testify," Chelotti said at a news conference. The police will
also investigate the illegally recorded telephone conversations. The tapes could also be part
of a blackmail plot, government officials say. If the allegations against Cardoso and the other
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government officials were proven, the case would be turned over to Congress as a possible
impeachment matter. If they are false, those responsible could be charged with blackmail and
defamation. [Sources: Spanish news service EFE, 11/10/98; Associated Press, 11/12/98, 11/13/98,
11/17/98; Reuters, 11/12/98; Clarin (Argentina), 11/17/98; Inter Press Service, 11/18/98; Notimex,
11/16/98, 11/17/98, 11/19/98; The New York Times, 11/19/98]
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